
Leveraging Private 
Placement Life 
Insurance and Variable 
Annuities life 
Maximize wealth and enhance after-tax returns for 
affluent individuals and families

Beyond Traditional Planning: 



Meeting the Tax Challenge for Investors

"It's not what you earn, it's what you keep that matters."

Investors face a heavy potential tax burden. Federal taxes on investment income and gains can significantly 
reduce after-tax returns.

The combined impact of federal and local taxes can further reduce returns for investors in high tax regions. The tax 
burden can significantly reduce after-tax returns on alternative investments and other less tax-efficient strategies.

For illustration only. Not an actual 
investment.
Assumptions: • Returns include 25% 
long-term gains and 75% short-term 
gains or ordinary income 
• 23.8% federal tax rate on long-term 
gains and a 40.8% federal tax rate on 
short-term gains and ordinary income 
• Combined state and local taxes of 
6.99% for Greenwich, CT; 12.70% for 
New York, NY; and 13.30% for San 
Francisco, CA 
• State and local taxes are non-
deductible due to the $10,000 
limitation

2022 FEDERAL TAX RATES FOR 
INVESTORS*

*Includes 3.8% Medicare tax

HEAVY TAXES ON TAXABLE INVESTMENTS CAN CUT RETURNS IN HALF

A Potential Solution

Private placement life insurance and variable annuities can 
provide a way for affluent investors to mitigate the tax 
burden on their investments and increase after-tax returns. 
Advisors can utilize these vehicles to achieve "tax alpha" and 
enhance results for their clients. This guide seeks to provide 
an introduction to these time-tested tools.

WHAT IS "TAX ALPHA"?

Tax alpha is the potential value and 

enhanced returns created by effective 

tax management when investing.

Source: Morgan Stanley



Meeting the Tax Challenge for Investors

Why is taxation in investments particularly important now?

As you can see in the graph below the average highest marginal federal rate is 57%.

Right now, we seat at 37%. There has been constant push by politicians to raise income taxes specifically 
targeted toward high-net-worth individuals.

As a matter of fact, in 2026, the estate and gift exemption will revert to pre-TCJA levels. Families are utilizing 
PPLI and PPVA as tax-efficient vehicles to move part of their estate before the sunset and hold investable 
assets that are susceptible to generating income taxed at the highest ordinary income tax rates.

Average Highest Marginal Federal Rate: 57%

Source: www.taxpolicycenter.org/statistics/historical-top-tax-rate
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Which is right for You 
and your Family: PPLI or 
PPVA?

Private Placement Life Insurance (PPLI) and Private Place Variable Annuities are 
sophisticated financial and estate planning tools that combine the benefits of a life 
insurance with the flexibility of a private investment portfolio.



What are Private Placement Variable Life Insurance and 
Annuities?

PPLI and PPVA are insurance solutions for wealthy investors that enhance the after-tax returns of 
alternative strategies and other investments that may generate substantial taxable income.

PPLI
Private Placement Life Insurance

PPVA
Private Placement Variable Annuities

Contract with a financial institution
to provide a death benefit to beneficiaries

Contract with a financial institution
to provide a future income stream

Income-tax-free death benefit Tax-deferred compounding

Withdrawals or loans generally not 
subject to income tax

(based on policy structure)

Withdrawal of earnings or pre-tax contributions are 
taxed as ordinary income

(plus 10% excise tax for withdrawals 
before age 59½)

Mitigate estate taxes by owning PPLI 
in an irrevocable trust

WIthdrawals for supplemental income 

(annuitization of PPVA is rare)

Life insurance required No life insurance required

Key tax regulation:
Internal Revenue Code Sections 101 and 7702

Key tax regulation: Internal 
Revenue Code Section 72

Lower costs and institutional pricing vs. retail insurance products

Institutional pricing maximizes compounding

Reallocate within PPVA or PPLI without triggering taxable gains

No K-1s

Key Similarities and Differences
PPLI versus PPVA

Source: Morgan Stanley



Which is Right for You and Your Family?

PPLI and PPVA are both offered by insurance companies. Qualified purchasers can use PPLI and 
PPVA to meet specific objectives, as illustrated below.

PPLI PPVA
INVESTMENT GOALS

Invest without current tax liability to enhance compound 
returns

✓ ✓

Optimize returns of alternative strategies and other tax-
inefficient investments through tax-deferral

✓ ✓

Guaranteed lifetime income option ✓

TAX CONSIDERATIONS

Defer taxes on investments ✓ ✓

Eliminate income taxes on investments at death of insured ✓ Charitable Bequest Only

LIQUIDITY PLANNING

Withdrawals of after-tax contributions not subject to tax; gains 
subject to ordinary income tax (plus 10% excise tax before age 59 
1/2)

✓

Withdrawals not subject to tax up to amount of premiums paid; 
gains subject to ordinary income tax upon policy surrender

✓

Access 80% to 85% of account value through low-cost loans 
(depending on policy structure)

✓

LEGACY AND ESTATE PLANNING

Leave a legacy to children or family ✓

Intergenerational wealth transfer ✓

Leave a legacy to a charity ✓ ✓

Provide a legacy, but be able to access assets while 
you're alive

✓ ✓

Optimize after-tax performance of trust assets ✓



The power of tax deferral and mitigation with Private 
Placement Life Insurance



The Power of PPLI vs. Taxable Investing

In addition to offering enhanced after-tax returns, PPLI provides an insurance benefit for beneficiaries that is 
not subject to income tax. Moreover, owning PPLI within a properly structured irrevocable trust can mitigate 
estate taxes.

The chart below illustrates the power of tax-deferred compounding in a Private Placement Life 
Insurance policy. Over a 40-year period, investors can triple their after-tax legacy to beneficiaries.

PPLI CAN ENHANCE THE VALUE OF A LEGACY THROUGH TAX DEFERRAL AND MITIGATION

PPLI vs. Taxable Account: Hypothetical Growth of $5 Million with 7% Net Annual Return

• Hypothetical Connecticut resident  with $50 million net worth
• Funding of $1.25 million per year for 4 years
• 7.00% net rate of return
• M&E expense: years 1-20 = 55 bps; years 21+ = 30 bps
• Cost of insurance assumes preferred health rating

• Based on 2022 maximum marginal tax rates:
- 37.00% federal income tax & 20.00% long-term capital gains tax
- 3.80% Medicare surtax & 6.99% Connecticut income tax

• Assumes 47.79% combined tax rate for short-term capital gains and ordinary income, and 30.79% combined tax 
rate for long-term capital gains

Hypothetical illustration only. Not actual results. Not indicative of the performance of any investment. PPLI returns will vary and you may receive more or less than the amount invested. 
Assumptions:

Source: Winged Kee

Taxable Investment Account
Net Investment Return Account Value after 40 years IRR after 40 years Impact of Income Taxes

7.00% $18,300,000 3.3% 3.7%

PPLI Investment Account
Net Investment Return Account Value after 40 years IRR after 40 years Impact of PPLI Admin Fee

7.00% $55,400,000 6.2% 0.8%



Advantages of PPLI over a regular Taxable Account

The basic idea is that PPLI behaves like a giant Roth IRA:.

PPLI offers high-net-worth individuals and families a tax-efficient way to grow and transfer wealth across generations.

Tax-Free Distributions during Lifetime: Between 85% and 90% of the account value can be distributed without 
incurring income tax during the lifetime of the insured.

There are no penalties for accessing the cash value before turning age 59 1/2, as there are with annuities and with 
individual retirement accounts (IRAs)

Investments in Taxable Account Investments in within PPLI

Income Taxable at 37% to 50% Tax-Deferred Growth for Life of Policy

Short-Term Capital Gain Taxable at 37% to 50% Tax-Deferred Growth for Life of Policy

Long-Term Capital Gain Taxable at 20% Tax-Deferred Growth for Life of Policy

Imputed Income Taxable at 37% to 50% Tax-Free for Life of Policy

Transfers to other 
Life Policies

Taxable, capital gain over cost basis Tax-free under IRC Section 1035

Transfer to Annuities Taxable, capital gain over cost basis Tax-free under IRC Section 1035

Creditor Protection There is no Creditor Protection Enhanced

Death Benefit No additional Death Benefit Tax-Free Death Benefit

Estate Tax Treatment Taxable No Estate Tax with an Irrevocable Life 
Insurance Trust

Treatment at Death Subject to probate unless a trust is 
created

Bypasses probate — death benefit goes 
to beneficiaries in a matter of days



MEC OR NON-MEC?
Amodified endowment contract (MEC) is a cash value life insurance policy that loses a variety tax benefits. If a life insurance policy has too 
little insurance and too much cash value, policy loans can become subject to income tax. PPLI contracts are carefully structured and 
require a sufficient insurance component, particularly in the first seven years of a contract, to be considered “non-MEC” contracts and 
thus retain the significant tax planning benefits of life insurance, including tax-free policy loans.

PPLI Overview and Highlights
PRIMARY TAX ADVANTAGES

• Tax-deferred investing
• Reallocate without incurring taxes
• Insurance benefit not subject to income tax
• Estate tax not applicable to insurance benefit if policy is owned by a properly structured irrevocable life insurance trust (ILIT)

CONTRIBUTIONS
• Potentially significant contributions, subject to insurance underwriting
• Potential flexibility in amount and timing of deposits
• Maximum annual contributions determined by IRS guidelines, required life insurance premiums, and insurance 

market capacity

UNDERWRITING
• Medical: insurers evaluate health status of insured to determine pricing
• Financial: proof of economic need for insurance
• Insurable interest: purpose of policy to protect against economic loss or other hardships

LIQUIDITY
• Potential flexibility to accommodate liquidity needs of policyholder
• Withdrawals up to cost basis not subject to tax
• Properly structured loans may be utilized to access policy cash value to minimize taxation of distributions 

(for non-Modified Endowment Contracts only)
• Potential to access approximately 80% to 85% of after-tax PPLI account values during insured’s lifetime

TRANSFER OR SURRENDER
• No surrender charges
• Tax-free exchanges from expensive retail life insurance policies to a new PPLI per Section 1035 of the 

Internal Revenue Code

PRICING
• Clear, transparent, institutional pricing for policy and investments
• Lower fees than retail life insurance
• Potential syndication among insurance companies to optimize pricing and capacity
• Competitive, transparent pricing for Mortality & Expense (M&E) costs

CROSSOVER POINT
• Higher insurance premium costs in early years
• Crossover point to overcome early insurance costs is generally 10+ years

TAX REPORTING
• No K-1s

TAXATION
• Income and gains within PPLI are tax-deferred
• Deferred gains and earnings are subject to income tax at ordinary rates if policy is fully surrendered
• No income tax on insurance benefit
• Estate tax relief if policy is owned by a properly structured irrevocable life insurance trust (ILIT)

INVESTMENT RISK
• Value of policy increases or decreases with performance of underlying investments



The power of tax-deferred 
compounding with Private 
Placement Variable Annuities



Year 10

$6.9 $7.2
$9.2 $9.6

$17.2

$13.2
$11.4

$19.3

$32.3

$18.3

$34.4

The Power of PPVA vs. Taxable Investing

Investors first discover the power of tax-deferred investing through retirement accounts. However, 
contributions to retirement accounts are capped. Private Placement Variable Annuities allow for 
unlimited contributions and tax-deferred accumulation.

The chart below illustrates the power of tax-deferred compounding in a Private Placement Variable Annuity. 
Over a 40-year period, investors can nearly double their after-tax value through tax-deferred compounding. 
Investors can more than triple their after-tax capital if they bequest their assets to a charity or family 
foundation.

PPVA CAN ENHANCE CAPITAL ACCUMULATION THROUGH TAX DEFERRAL
PPVA vs. Taxable Account: Hypothetical Growth of $5 Million with 7% Net Annual Return

$61.2
$60.0

Year 20 Year 30 Year 40

Taxable Account Value PPVA After-Tax Surrender Value PPVA Charitable Value

$ m
ill

io
ns

$50.0

$40.0

$30.0

$20.0

$10.0

$0.0

• Hypothetical Connecticut resident  with 
$25 million net worth

• $5 million initial contribution
• 7.00% net rate of return
• M&E expenses:

-65 basis points <$10 million
-55 basis points $10-$20 million
-45 basis points $20-40 million
-37 basis points $40+ million

• Based on 2022 maximum marginal tax rates:
-37.00% federal income tax
-20.00% long-term capital gains tax
-3.80% Medicare surtax
-6.99% Connecticut income tax

• Assumes 47.79% combined tax rate for short-term capital gains 
and ordinary income, and 30.79% combined tax rate for long-
term capital gains

Hypothetical illustration only. Not actual results. Not indicative of the performance of any investment. PPVA returns will 

vary and you may receive more or less than the amount invested Assumptions:

Source: Winged Kee



PPVA Overview and Highlights

PRIMARY TAX ADVANTAGES
• Tax-deferred investing
• Reallocate without incurring taxes

CONTRIBUTIONS
• No limit on amounts or timing of contributions

UNDERWRITING
• No medical underwriting

TRANSFER OR SURRENDER
• No surrender charges
• Tax-free exchanges from expensive retail annuities to a new PPVA per Section 1035 of the Internal Revenue Code

PRICING
• Clear, transparent, institutional pricing for annuity and investments
• Lower fees than retail variable annuities
• No life insurance premiums, loads, or ongoing cost of insurance

TAX REPORTING
• No K-1s

TAXATION
• Income and gains within PPVA are tax-deferred
• Deferred gains and earnings are subject to income tax at ordinary rates upon withdrawal
• 10% excise tax on earnings if withdrawn before age 59½
• Ability to bequeath an annuity tax free to charity or family foundation
• For systematic withdrawals, a portion of each distribution is considered a return of capital and not subject to tax

ANNUITIZATION
• PPVA investors generally utilize elective withdrawals for supplemental income
• Option to receive guaranteed lifetime income by annuitizing (infrequent for PPVA)

WITHDRAWALS
• No contractual limitations on withdrawals
• No Required Minimum Distributions (RMDs), unless annuity is purchased with pre-tax assets
• No distributions required until age 95 (industry standard; may vary by insurance company issuing annuity)

INVESTMENT RISK
• Value of policy increases or decreases with performance of underlying investments
• No principal guarantees with low-cost PPVA, as compared to retail variable annuities



Harness the power:
Investing within PPLI and PPVA



PPLI & PPVA Investment Process
Approximately 99% of the capital that the client invests in PPLI becomes actively invested upon funding, with total 
average structure fees amounting to less than 75 basis points per year.

Investors through the appointed investment advisor have the flexibility to rebalance their portfolios without
incurring taxes during the process as they transition from one fund or investment to another.

The capital is invested in one of two ways

SEPARATELY MANAGED ACCOUNTS

Separately managed accounts represent a growing trend for the largest investors in PPLI and PPVA.
With this approach, the insurance company retains an investment manager to supervise a custom 
segregated insurance company separate account on behalf of the client.

Insurance Dedicated Funds

The universe of IDFs is robust, with over 600 investment options, encompassing the spectrum of 
traditional and alternative investments. Each insurance carrier will offer a curated selection from this 
universe for their policies or annuities. Investors may allocate and reallocate between IDFs without 
incurring taxes.

Registered IDFs or VITs Unregistered IDFs

Primarily Traditional Assets Primarily Alternative Strategies

400+ Registered IDFs 200+ Unregistered IDFs

Publicly Registered under the 
Investment Company Act of 1940

Accredited Investors
and Qualified Purchasers Only

Common Investment Options

Stocks Private Equity

Bonds Private Credit

Balanced Hedge Funds

Multi-Asset Trading Strategies

Liquid Alternatives Funds-of-Funds



PPLI/PPVA INVESTMENT CONSIDERATIONS
In order for the PPLI and PPVA investments to maintain their tax-favored status, they must comply with two 
key tax provisions:

1. INVESTOR CONTROL DOCTRINE
Investing within an insurance structure requires strict adherence to the IRS Investor Control
Doctrine to preserve the tax benefits. Under this doctrine, assets must be segregated and under the 
purview of the insurance company. Thus, insurance company segregated accounts or insurance-
dedicated funds (IDFs) are utilized within the life insurance policy or annuity. The policyholder can then 
select from a menu of compliant investments within their policy or annuity.

In addition, the policyholder must not communicate with or direct the investment manager 
overseeing the assets. A policyholder may select the manager or the funds, but then must relinquish 
investment control to the fund manager. The policyholder is still free to change the portfolio of 
permitted funds within the policy or annuity.

2. DIVERSIFICATION REQUIREMENTS
Insurance regulations require a diversified approach to investing to preserve eligibility for
tax-favored investments. In general, each IDF or insurance company segregated account in a
variable life policy or annuity must contain at least f ive investments with:

No more than

55%
of the account value 

represented by any one 
investment

No more than

70%
of the account value 

represented by any two 
investments

No more than

80%
of the account value 
represented by any three 
investments

No more than

90%
of the account value 

represented by any four 
investments

These rules, known as 817(h), are requirements for the managers of the investment funds within a 
policy or annuity, and are not direct requirements for the policyholder.

INVESTOR PROTECTION
Assets held within an insurance company separate account, IDF, or VIT are segregated from insurance
company assets and are protected from insurance company creditors.



Putting the power to work for 
You and your Family



FINANCIAL ADVISOR
• Develop financial plan

and recommendations
• Provide comprehensive review

and understanding of transaction

INSURANCE PROFESSIONAL
• Product expertise
• Case design and illustrations to meet 

client objectives and optimize results
• Guide client through 

underwriting process
• Develop risk profile and negotiate 

underwriting with insurance 
companies

• Prepare applications and 
place coverage

• Ongoing service for clients 
and advisors for the life
of the contracts

INVESTMENT CONSULTANT
• Advise on investment choices
• Coordinate insurance with overall 

investment allocation

ATTORNEY
• Legal and tax expert
• Develop and update 

estate documents
• Advise on policy ownership structure
• Negotiate with counterparties 

on client’s behalf

INSURANCE COMPANY
• Underwrite and issue policy
• Provide investment options
• Reinsure excess risk 

for large policies
• Report policy values to 

policy owner in partnership 
with service professionals

FUND AND INVESTMENT MANAGERS
• Execute investment management

agreement with insurance company, 
IDF, or VIT

• Manage assets
• Certify 817(h) diversification 

compliance
• Report portfolio or fund values

Coordinating the Client Team
Developing and implementing the right PPLI or PPVA solution for you and your family requires a team of 
specialists. We will guide you and your family through the entire process and coordinate which each of the 
specialists.

Source: Giordani, Baker, Grossman & Ripp LLP



Put PPLI and PPVA to work for your legacy

PPLI and PPVA are potentially powerful tools to enhance after-tax returns. They can strengthen your clients' 
finances over time, as well as your practice.

PPLI and PPVA differ in implementation and may entail trade-offs.

PPLI
Provides for tax-deferred accumulation of 
policy values, and can be structured to 
mitigate the impact of income and estate 
taxes. However, PPLI entails insurance 
underwriting, medical exams, and the cost of 
insurance. Policyholders can make significant 
contributions to PPLI, but annual deposits are 
regulated by IRSguidelines and insurance 
market capacity.

PPVA
Can also increase after-tax returns for 
clients. However, income taxes on earnings 
will be due when withdrawn, unless left to a 
charity or family foundation. Regardless, PPVA 
is not subject to insurance underwriting or 
costs, and contributions are not limited by 
insurance constraints.

Both PPLI and PPVA provide a wide variety of investment options through IDFs and VITs. In particular, they 
enable tax-deferred compounding for investors in alternatives and other investments that may otherwise 
produce significant taxable income.



Quick Take

Comparing PPLI, PPVA, and Taxable Investments:
Tax Benefits, Operational Benefits, and Liquidity Considerations

*If policy is structured as a non-Modified Endowment Contract (MEC). If policy is structured as a MEC, last-in-first-out (LIFO) taxation applies. All 
withdrawals of earnings are taxable prior to non-taxable return of principal.

**Withdrawals may be subject to recapture ceiling

Source: Lombard International, RiskBridge Advisors

Taxable Investments PPLI PPVA

INCOME TAX BENEFITS

Tax Deferral No Yes Yes

Income Tax Elimination No Yes, if policy is held to 
insured's death

Yes, if beneficiary is tax-
exempt

ESTATE TAX BENEFITS

Estate Tax Elimination No Yes, depending on 
ownership structure

Yes, if beneficiary is tax-
exempt

Exempt From Generation-
Skipping Tax

No Yes, depending on 
ownership structure

No

Estate Planning 
Applications

No Yes Yes

OPERATIONAL BENEFITS

Annual K-1 Required No K-1 No K-1

Protected From Insurance 
Company Creditors

n/a Yes Yes

Death Benefit No Yes No

Medical Underwriting No Yes No

LIQUIDITY CONSIDERATIONS

Ability to Borrow Against 
Policy Cash Value Tax-Free

n/a Yes, depending on policy 
structure*

No

Ability to Withdraw 
Principal Tax-Free**

n/a Yes, depending on policy 
structure*

Yes, for after-tax 
contributions



Estate Tax and Possible Sunset
For estate planning attorneys and financial advisors, PPLI represents a powerful tool in the arsenal of 
advanced tax planning. Its ability to offer tax-deferred growth and shield assets from estate taxes 
makes it a compelling option for clients seeking to preserve and grow their wealth across 
generations.

PPLI can help mitigate estate tax if structured correctly

Source: Merrill lynch

https://www.ml.com/articles/estate-gift-tax-exemption-sunset.html
https://www.ml.com/articles/estate-gift-tax-exemption-sunset.html


Disclosures

This presentation is for discussion purposes only. This presentation is not sales material and does 
not constitute an offer to sell nor a solicitation of an offer to purchase any investment or life 
insurance product. Scuadra Life LLC (“Scuadra”), does not provide tax or legal advice.

This presentation and the information provided in this presentation is for informational purposes 
and is not intended as investment, business, legal or tax advice. Scuadra is not responsible for any 
investment, business, tax or legal recommendations or opinions of third parties cited in this 
presentation or in the information contained herein.

For legal or tax advice concerning your situation, please consult your attorney or professional tax 
advisor. Life insurance quotations are provided for informational purposes and do not constitute 
an offer of insurance.

Each country has its own set of laws and regulations regarding life insurance, and these 
regulations can vary significantly from one country to another. It's important for individuals 
considering life insurance to be aware of the specific laws and regulations in their country.

All applications are subject to underwriting approval. Like most life insurance policies, Scuadra’s
policies contain exclusions, limitations, reductions of benefits and terms for keeping them in force.

For complete costs and details, contact a Scuadra representative. In providing this information, 
neither Scuadra nor any of its affiliates or financial professionals is acting as your ERISA fiduciary.



Contact Scuadra Partners

Email

design@scuadralife.com

Headquarters

2000 South Dixie 

Highway, Suite 110, 

Miami, FL 33133

Global Offices

Switzerland, Spain, 

Mexico, Colombia, Peru

Website

www.scuadrapartners.com

Contact our team to discover how Scuadra Group can elevate your insurance planning strategy with 
sophisticated solutions tailored to your unique needs.

https://gamma.app/?utm_source=made-with-gamma
mailto:design@scuadralife.com
http://www.scuadrapartners.com/
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